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TAX FORUM
ROSEMARY HOBAN, C.P.A.

Revenue Agents’ examinations, proposed in
vestment credit regulations, final regulations
on travel and entertainment expenses, the
President’s tax program, and what the Ways
and Means Committee is doing to it currently
are the items keeping tax accountants busy
these days. There should be plenty in these
items to provide the source for a tax column.
But—the President’s tax program is up in the
air, there’s been lots of exposure in news
papers and magazines on the travel and en
tertainment regulations, the investment credit
regulations are much too involved for a short
column, and, while the Revenue Agents’ ex
aminations take time and occasionally try our
patience, in most cases they are of interest
only to the taxpayers involved. So, let’s find
something else to write about.
An interesting Tax Court Memo decision
was handed down recently in Sidney J. Ungar
et al. (TCM 1963-159). The taxpayer’s moth
er at the age of 90 suffered a brain hemor
rhage. The doctor advised the taxpayer that
his mother would need nursing care for an
extended period and that she could receive
better care away from a hospital and at less
expense. The taxpayer then rented a small
two-room apartment in the building in which
he lived and engaged full-time nursing help
for seven months.
The mother had been living with a daugh
ter in another city and, when she recovered
to some extent, she wanted to return to her
daughter’s. She continued to need the services
of a nurse as well as those of the daughter.
In order for the daughter to give her mother
the care she needed, it was necessary to hire
someone to take her place in her husband’s
store. The taxpayer, in order to obtain his
sister’s services for his mother, paid the clerk’s
salary of $60 a week for six weeks. The Com
missioner disallowed the deduction of the
$1,400 paid for the apartment rental and the
$360 as medical expenses.
The Tax Court allowed the deduction of
both items as medical expense. The Court
commented that
“This expense (the rent) or a larger one,
was unavoidable under the circumstances
shown and was a medical care expense with
in the meaning of Section 213. It was unlike
the expense of lodging during a period of
convalescence and was quite similar to room
rent in a hospital during an acute stage of ill
ness.
“The $360 was paid so that the patient
could have the aid of her daughter during the
final stages of convalescence and thus avoid

the larger expense of a second nurse. This
too is a legitimate medical care expense which
was necessary in order to avoid a larger more
direct expenditure for required nursing care.”

This decision may justify deduction for
the payment of similar expenses necessarily in
curred by a member of a family who furnishes
nursing care in order to avoid a larger direct
expenditure for nursing care. Whether the
decision would be authority for allowing a
medical deduction for a portion of residence
expenses because an invalid is maintained in
part of a residence remains to be seen. If
there were unusual expenses which would not
be incurred under ordinary circumstances,
they should qualify.
This might be a good time to remind any
taxpayer who suffered a casualty loss between
the close of the taxable year and the due date
for filing his income tax return for that year
that the loss may be claimed on the return
for the immediately preceding taxable year
provided the loss is one incurred in an area
determined by the President to warrant fed
eral disaster assistance. This would be partic
ularly important to taxpayers who filed their
returns before the due date and then suffered
such a loss. They would be entitled to amend
their prior year’s return, claim the loss, and
obtain the refund currently. The disaster
areas which qualify for 1963 are these:
Disaster
Beginning
Disaster
Areas
Type of Disaster On Or About
Severe storms,
floods, and ex
cessive rainfall
Severe storms and
flooding
Typhoon
Excessive rainfall
and flooding
Floods
Severe storms and
floods
Floods
Floods
Severe storms and
flooding

California

Georgia
Guam
Hawaii

Idaho
Kentucky
Nevada
Oregon
Tennessee

Trust Territory
of Pacific
Island
Virginia
Washington
West Virginia

Typhoon
Floods
Floods
Severe storms and
floods

Jan. 30-1963

Mar. 11-1963
Apr. 28-1963
Apr. 14-1963
Jan. 31-1963

Mar. 11-1963
Jan. 29-1963
Jan. 31-1963
Mar. 11-1963
Apr. 29-1963
Mar. 12-1963
Feb. 2-1963

Mar.
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ABC’s of Auditing
(Continued from page 5)
are examined is determined by the effective
ness of internal control over the recording of
purchases and trade accounts payable. In ad
dition to the examination of vouchers, the
voucher record should be footed on a test basis
depending upon the internal control—for
example, the total column for one month, the
distribution columns for another month, and
crossfootings for still a different month. Finally,
postings from the voucher record to the general
ledger accounts are checked, for instance, for
three non-consecutive months. We have illus
trated three types of procedures used in test
ing the transactions and original records: (1)
checking postings, (2) footing, and (3) exam
ination of source documents.
In connection with the examination of the
asset and liability accounts and the testing of
transactions and the original records work has
been performed on the operating accounts. For
instance, depreciation expense is examined in
connection with the examination of the fixed
assets and related reserves as is interest, insur
ance, or rent expense in connection with the
examination of prepaid assets and/or accrued
liabilities. Furthermore in the testing of trans
actions and the original records, tests of the
footings and postings of all accounts, including
income and expense accounts, are made. In ad
dition to the foregoing tests and examinations,
the independent CPA will also perform an
analytical review of the operating accounts on
a month-to-month basis as well as a compari
son of the balance this period to that of the
previous period. Any significant ratios and
averages should be computed as well as the
use of graphs for the purpose of making com
parisons. Any material fluctuations noted in
making these comparisons should be investi
gated to determine whether the item was
proper.
In addition to the verification and the testing
of the accounting records, the independent
CPA should request a representation by the
client’s officials as to the correctness of in
ventories and as to liabilities, direct or con
tingent, not disclosed by the accounts, which
would materially affect the financial statements.
These certifications do not relieve the CPA of
his responsibility to carry out the audit pro

cedures which are necessary in the circum
stances. The purpose of such representations
is to assure the CPA that nothing of material
importance has occurred which has not been
given effect to in the financial statements. In
addition to these certifications, the CPA will
read the minutes of meetings of the directors
and stockholders of the corporation between
the balance sheet date and the date of his re
port and will review any subsequent happen
ings which might have a material effect upon
the financial statements.
With the completion of the audit work, we
turn to the preparation of the accountant’s
report to the client in which he gives his
opinion regarding the client’s financial state
ments. The report should be prepared in ac
cordance with the “Standards of Reporting”
which were reviewed previously. In the first
paragraph of his report the independent CPA
defines the scope of his examination, and in
the second paragraph he will give his opinion
which may take the following form:
“In my opinion, the accompanying balance
sheet and statements of income and retained
earnings present fairly the financial position
of the ABC Company at December 31, 1962
and the results of its operations for the year
then ended, in conformity with generally ac
cepted accounting principles applied on a basis
consistent with that of the preceding year.”
In summary, the independent Certified
Public Accountant has examined the financial
statements of the ABC Company through the
application of the generally accepted auditing
standards in order to give his opinion regard
ing the statements.
Tax Forum
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Thus, a taxpayer who owned Hawaiian
property which was damaged by the excessive
rainfall and flooding on or about April 14,
1963, and who suffered a casualty loss of
$2,000 as a result of such damage could file
an amended return for 1962 and claim the
$2,000 deduction if he had not claimed the
loss in originally filing his return. If he does
not claim the loss on his 1962 return, he may
claim it on his 1963 return.

